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E.O. 11652: N/A 
TAGS: EAGR - EEC 

SUBJ: ASSESSMENT OF COMMISSION'S 1978/79 PRICE PACKAGE AND 
PROPOSALS EOR THE REEORM OF MEDITERRANEAN AGRICULTURE 

REES: A. 77 BRUSSELS 17856; B. 77 BRUSSELS 18330; 

1. SUMMARY; THE MISSION BELIEVES THAT THE COMMISSION'S PROPOSED 
1978/79 PRICE PACKAGE AND ITS MEDITERRANEAN PACKAGE, WITH THEIR 
EMPHASIS ON PRICE RESTRAINT AND THEIR GENERAL AVOIDANCE OF 
TRADE RESTRICTIVE MEASURES, ARE BASICALLY EAVORABLE TO US-EC 
RELATIONS IN AGRICULTURE. ALTHOUGH SOME ELEMENTS OF THE PACKAGE 
COULD POSE PROBLEMS FOR US, WE DO NOT EXPECT THEIR EFFECTS 
TO BE MAIOR. MISSION NOTES A TENDENCY TOWARDS INCREASED USE 
OF DOMESTIC SUBSIDIES AS AN EC POLICY TOOL WHICH COULD HAVE 
FAVORABLE IMPLICATIONS FOR THE FUTURE DEVELOPMENT OF EC 
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POLICY. WE URGE THAT OUR REACTION TO THESE SUBSIDIES BE 
PRIMARILY BASED ON REALISTIC ESTIMATES OF ADVERSE TRADE EFFECTS 
RATHER THAN MERELY ON PRINCIPLE. AT THE SAME TIME, MISSION 
BELIEVES WE SHOULD CONTINUE TO APPLY PRESSURE AGAINST ANY EC 
PROPOSALS WHICH WOULD CREATE MORE RESTRICTIVE TREATMENT FOR 
US AGRICULTURAL EXPORTS. END SUMMARY. 
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2. THE COMMISSION'S 1978/79 PRICE PACKAGE AND ITS PACKAGE 

EOR THE REEORM OE MEDITERRANEAN AGRICULTURE WERE DESCRIBED 
IN REES. A, B, C, G AND H. THIS CABLE ASSESSES THESE PRO- 
POSALS WITH PARTICULAR REEERENCE TO US/EC RELATIONS IN THE 
AGRICULTURAL SPHERE. 

3. THE 1978/79 PRICE PACKAGE IS NOTEWORTHY EOR ITS OVER- 
WHELMING PHASIS ON PRICE RESTRAINT. THE OVERALL 2 PER- 
CENT INCREASE PROPOSED (3 PERCENT IE CHANGES IN MCA'S ARE 
INCLUDED) IS WELL BELOW THE RATE OE INELATION AND EVEN BELOW 
THE COMMISSION'S OWN CALCULATION OE THE PERCENTAGE INCREASE (4.2 
PERCENT) NEEDED TO MAINTAIN PARITY BETWEEN MODERN EC EARMS 
AND THE NON-EARM SECTOR. THE LOW LEVEL OE THE PROPOSED 
INCREASE REELECTS THE CHANGES IN THE EC POLITICAL AND ECONOMIC 
CLIMATE THAT HAVE TAKEN PLACE IN RECENT YEARS. MEMBER STATE 
GOVERNMENTS HAVE BECOME INCREASINGLY CONCERNED WITH THE BUD- 
GETARY AND INELATIONARY IMPACT OP FARM PRICE DECISIONS. 
PURTHERMORE, THERE HAS BEEN A GROWING RECOGNITION THAT THE 
PARM INCOME PROBLEM CANNOT BE DEALT WITH SOLELY THROUGH 

THE PRICE MECHANISM. IT ALSO STRONGLY REELECTS THE INPLUENCE 
OP COMMISSIONER GUNDELACH, WHO HAS MADE IT KNOWN ON SEVERAL 
OCCASIONS THAT HE REGARDS EC PARM PRICES AS TOO HIGH. 
GUNDELACH'S PRESCRIPTION EOR THE SICK STATE OF EC AGRI- 
CULTURAL APFAIRS IS STEADILY APPLIED DOSES OP RESTRAINT IN 
PRICE-SETTING COMBINED WITH PRAGMATIC, UNSPECTACULAR 
IMPROVEMENTS IN EXISTING POLICIES. 
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4. IN LINE WITH THIS APPROACH, THE PRICE PACKAGE IS ALSO 
CHARACTERIZED BY A LACK OP MAJOR POLICY INITIATIVES. WITH 
A PEW EXCEPTIONS, THE COMMISSION HAS RESTRICTED ITSELP TO 
TIGHTENING UP OR STRENGTHENING EXISTING EC PROGRAMS. AS 
REPORTED IN REF. A, THIS REFLECTS THE INTENTION OP COMMIS- 
SIONER GUNDELACH PUT THE POCUS OP THE PRICE NEGOTIATIONS 
ON THE PRICES THEMSELVES RATHER THAN ON OTHER POLICY 
PALLIATIVES EOR THE EC'S AGRICULTURAL PROBLEMS. FROM THE US 
POINT OF VIEW IT IS IMPORTANT TO NOTE THAT THE COMMISSION'S 
PACKAGE ALSO AVOIDS WITH MINOR EXCEPTIONS PROPOSALS OP A 
TRADE RESTRICTIVE NATURE. NOR HAS IT DREDGED UP OLD SCAPE- 
GOATS SUCH AS THE VEGETABLE OIL TAX AIMED AT POCUSSING THE 
BLAME EOR EC PARM PROBLEMS ON THIRD COUNTRIES. WHERE THE 
COMMISSION HAS PRESENTED NEW INITIATIVES, THESE HAVE FOR 
THE MOST PART INVOLVED DOMESTIC SUBSIDIES RATHER THAN PRICE 
SUPPORT OR TRADE. 

5. THERE ARE A PEW ASPECTS OF THE PRICE PACKAGE WHICH COULD 
CREATE PROBLEMS EOR THE US - EOR EXAMPLE, OBLIGATORY REGIS- 
TRATION OF MULTIPLICATION CONTRACTS FOR SEEDS AND THE 
POSSIBILITY OP A SECURITY DEPOSIT REQUIREMENT FOR FIELD PEAS 
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AND BEANS. (REFS. I AND J). ALSO IT SHOULD BE NOTED THAT 
THE NEW SUBSIDY PROGRAMS EOR EIELD PEAS AND BEANS AND DRIED 
EORAGE PRODUCTS COULD, IF SUCCESSFUL, MAKE INROADS INTO THE 
MARKETS FOR US PROTEIN LEEDS. (ALTHOUGH WE NOTE THAT VARIOUS 
EC EEEORTS DEVELOP PRODUCTION OF FIELD PEAS AND BEANS IN 
RECENT YEARS DO NOT APPEAR TO HAVE HAD MUCH EEEECT.) 
HOWEVER, WE WOULD EXPECT THAT THE TRADE EEEECTS OE THE 
ABOVE MEASURES WOULD BE MINOR. OVERALL, THE PROPOSED 
18/79 PRICE PACKAGE SHOULD BE REGARDED AS EAVORABLE TO 
US-EC RELATIONS IN THE AGRICULTURAL SPHERE - FIRST OF ALL, 
BECAUSE ITS PHASIS ON PRICE RESTRAINT IS COMPATIBLE WITH 
THE LONG-RUN US GOAL OE BRINGING EC PRICES CLOSER TO WORLD 
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PRICE LEVELS AND, ULTIMATELY, REDUCING EC IMPORT PROTECTION 
A DISRUPTION OP WORLD COMMODITY MARKETS; AND, SECONDLY, 
BECAUSE IT AVOIDS TRYING TO SOLVE EC PARM PROBLEMS AT THE 
EXPENSE OF THIRD COUNTRIES. 

6. THERE REMAINS, OP COURSE, A BIG QUESTION AS TO WHETHER 
THE COMMISSION'S MODEST, PRICE-ORIENTED APPROACH WILL BE 
SUFPICIENT TO BRING ABOUT AN IMPROVEMENT, OR PREVENT A 
PURTHER DETERIORATION, OP THE EC AGRICULTURAL SITUATION - 
PARTICULARLY, SURPLUS PROBLEMS IN THE DAIRY AND SUGAR 
SECTORS. COMMISSIONER GUNDELACH APPARENTLY THINKS IT 
WILL, BUT MANY OP OUR CONTACTS IN THE COMMISSION AND MEMBER 
STATE DELEGATIONS ARE SKEPTICAL. IN ANY CASE, IT IS VERY 
DOUBTPUL THAT A MORE STRENUOUS OR INNOVATIVE LINE OF ATTACK 
WOULD HAVE ANY CHANCE OP SUCCESS GIVEN THE EC'S TORTUOUS 


Sheryl P. Walter Declassified/Released US Department of State EO Systematic Review 20 Mar 2014 



Sheryl P. Walter Declassified/Released US Department of State EO Systematic Review 20 Mar 2014 


DECISION MAKING PROCESS. 

7. THE COMMISSION'S PACKAGE FOR REEORM OE MEDITERRANEAN 
AGRICULTURE PARALLELS THE PRICE PACKAGE IN THAT IT TOO 
LARGELY AVOIDS PROPOSALS WHICH WOULD RAISE BARRIERS TO 
IMPORTS AND MEASURES WHICH WOULD RAISE EC PRICES. THE 
LIMITED OEEICIAL USE 
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COMISSION'S PROPOSAL SHOULD BE VIEWED IN THE LIGHT OE 
EARLIER ERENCH, AND TO A LESSER EXTENT, ITALIAN REQUESTS 
EOR A REVISION OE THE VARIOUS CAPS APPLYING TO MEDITERRANEAN 
PRODUCTS, SO AS TO STRENGTHEN "COMMUNITY PREFERENCE" OVER 
IMPORTED PRODUCTS AS WELL AS THE INTERVENTION SYSTEM. 

(REFS. E AND F). THE ERENCH REQUESTED THE REPLACEMENT OE 
THE EXISTING REFERENCE PRICE SYSTEM EOR ERESH ERUITS AND 
VEGETABLES BY A THRESHOLD PRICE SYSTEM AND THE IMPROVEMENT 
OE MINIMUM IMPORT PRICE AND SAFEGUARD MECHANISMS EOR 
PROCESSED ERUITS AND VEGETABLES. THE EMPHASIS OP THE 
COMMISSION'S MEDITERRANEAN PACKAGE IS INSTEAD ON NEW OR 
INCREASED DOMESTIC SUBSIDIES, STRUCTURAL MEASURES, AND THE 
STRENGTHENING OP PRODUCER GROUPS. 

8. AS IN THE CASE OF THE PRICE PACKAGE, THEREARE SOME FEA- 
TURES OP THE MEDITERRANEAN PACKAGE WHICH COULD ADVERSE- 
LY APPECT US TRADE. MOST IMPORTANTLY, THE COMMISSION'S 
PROPOSAL TO INTRODUCE PROCESSING SUBSIDIES EOR TOMATOES, 
PEACHES, PRUNES AND APRICOTS (REF. D), COULD REDUCE EC 
MARKET POSSIBILITIES EOR THESE PRODUCTS EOR THIRD COUNTRY 
EXPORTERS, INCLUDING THE U.S. THE COMMISSION HAS ALSO 
PROPOSED SOME CHANGES IN THE REFERENCE PRICE SYSTEM WHICH 
COULD RESULT IN HIGHER REFERENCE PRICES THAN UNDER THE 
EXISTING SYSTEM. THIS TOO COULD POSE A PROBLEM ALTHOUGH 

IN THE PAST US PRODUCTS HAVE GENERALLY ENTERED WELL ABOVE THE 
REFERENCE PRICE. THE COMMISSION'S PROPOSAL PAY MARKE- 
TING SUBSIDIES EOR OLIVE OIL SHOULD INCREASE ITS PRICE 
COMPETITIVENESS WITH VEGETABLE OIL PRODUCTS. HOWEVER, 

SINCE IT IS PROPOSED AT PRODUCER SUBSIDIES EOR OLIVE OIL 
BE LIMITED TO EXISTING TREES, NO EXPANSION IN OLIVE OIL 
PRODUCTION SHOULD RESULT EROM THIS PROGRAM. THE PROPOSED 
SUBSIDY PROGRAM EOR EIELD PEAS AND BEANS, PREVIOUSLY 
MENTIONED IN RA 4 AS PART OP THE PRICE PACKAGE, IS ALSO 
LIMITED OEEICIAL USE 
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LISTED AS AN ELEMENT OP THE MEDITERRANEAN REEORM PACKAGE. 

9. WITH THE POSSIBLE EXCEPTION OP THE PROPOSED PROCESSING 


Sheryl P. Walter Declassified/Released US Department of State EO Systematic Review 20 Mar 2014 



Sheryl P. Walter Declassified/Released US Department of State EO Systematic Review 20 Mar 2014 


SUBSIDIES, THESE ELEMENTS OE THE MEDITERRANEAN REEORM PACKAGE 
DO NOT APPEAR LIKELY TO HAVE A SIGNIEICANT EEEECT ON US TRADE. 
THEY ARE NOT SUEEICIENT TO OEESET THE OVERALL FAVORABLE 
DIRECTION THE COMMISSION HAS TAKEN IN THIS AREA. ALSO, WE 
REGARD THE COMMISSION'S PROPOSAL TO ABOLISH THE MIP SYSTEM 
FOR TOMATO CONCENTRATE (WHICH FORMS PART OF THE PROPOSAL 
TO ESTABLISH PROCESSING SUBSIDIES - REF. D) AS A SIGNIFICANT 
DEVELOPMENT. IT COULD SIGNAL FURTHER COMMISSION ATTEMPTS 
TO SUBSTITUTE SUBSIDIES FOR PRICE SUPPORT OR IMPORT RESTRIC- 
IVE MEASURES. 

10. IN EVALUATING THE COMMISSION'S PERFORMANCE IN DEVE- 
LOPING THE PRICE AND MEDITERRANEAN PACKAGES, WE SHOULD ALSO 
POINT OUT THAT SEVERAL PROPOSALS OF A TRADE RESTRICTIVE 
NATURE, WHICH HAD BEEN INSERTED BY WORKING-LEVEL OFFICIALS 
IN THE PACKAGE, WERE REMOVED BY HIGH LEVEL COMMISSION 
OFFICIALS. FOR EXAMPLE, COMMISSION OFFICIALS HAVE CONFIDEN- 
TIALLY TOLD US THAT AT ONE TIME A LICENSING SYSTEM FOR 
DEHYDRATED FORAGE HAD BEEN INCLUDED IN THE PACKAGE. MORE- 
OVER, AS NOTED IN REF. D, IT APPEARS THAT AT ONE POINT THE 
PROPOSAL FOR PROCESSING SUBSIDIES IN THE MEDITERRANEAN 
REFORM PACKAGE INCLUDED PROVISIONS CONCERNING THE ESTABLISH- 
MENT OF FLOOR PRICES. 
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PARIS ALSO FOR USOECD 
GENEVA ALSO FOR USMTN 

11. THE MEDITERRANEAN AND PRICE PACKAGES PROPOSED BY THE 
COMMISSION UNDERLINE THE TENDENCY TO MAKE USE OE DOMESTIC 
SUBSIDIES RATHER THAN PRICE OR IMPORT RESTRICTIVE MEASURES 
TO DEAL WITH AGRICULTURAL MARKET PROBLEMS THAT HAS BEEN EVI- 
DENT IN EC AGRICULTURAL POLICY IN RECENT YEARS. (A RELATED 
TENDENCY HAS BEEN TO SHIET FROM EXPORT TO DOMESTIC SUBSIDY 
PROGRAMS IN SURPLUS DISPOSAL.) THE PROLIFERATION OR STRENGTH- 
ENING OE EC SUBSIDY PROGRAMS IN AGRICULTURE COULD POSE 
CERTAIN DANGERS FOR US AGRICULTURAL TRADE; OBVIOUSLY, 

THESE SUBSIDIES SERVE TO REDUCE THE COMPETITIVE ADVANTAGE 
OF THE US AND OTHER THIRD COUNTRY SUPPLIERS. HOWEVER, THERE 
ARE A NUMBER OF SPECIAL EACTORS THAT SHOULD BE TAKEN INTO 
CONSIDERATION IN APPROACHING THIS ISSUE; 

A. DOMESTIC SUBSIDY PROGRAMS WOULD TEND TO ENCOURAGE CON- 
LIMITED OFEICIAL USE 
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SUMPTION AND THUS AVOID THE ADVERSE EEEECTS OE PRICE ON CON- 
SPTION THAT PRESENTLY CHARACTERIZE OTHER EC AGRICULTURAL POLI- 
CIES. 

B. AS NOTED EARLIER, WITH REGARD TO THE MIP FOR TOMATO 
CONCENTRATE, SUBSIDIES MIGHT BE USED BY THE COMMISSION 
REMOVE OR REDUCE IMPORT BARRIERS. SOME COMMISSION OFEICIALS 
HINT THAT IE THEY CAN AVOID PRESSURES EOR MAKING MEDITERRANEAN 
AGRICULTURAL POLICY MORE PRICE RIGID AND IMPORT RESTRICTIVE, 
THEY CAN PERHAPS TURN AROUND THE ARGUMENT THAT THERE IS AN 
IMBALANCE IN SUPPORT AS BETWEEN MEDITERRANEAN AND NORTHERN 
AGRICULTURE, AND LOOSEN THE CAP'S EOR NORTHERN AGRICULTURAL 
PRODUCTS. 

C. PAST PERIENCE SUGGESTS AT SUBSIDIES ARE NOT LIKELY 

TO PROVIDE AN IMPORTANT STIMULUS GREATER EC PRODUCTION, 
PARTICULARLY IN ITALY. IN PART, THIS IS BECAUSE THE COST 
OF SUBSIDY PROGRAMS IS MORE VISIBLE THAN THAT OE PRICE SUPPORT 
PROGRAMS AND THUS MORE SUBJECT TO PUBLIC SCRUTINY; IN PART, 
BECAUSE SOME OE THE SECTORS ON WHICH SUBSIDIES HAVE BEEN 
LAVISHED HAVE BEEN BACKWARD AND NOT MARKET ORIENTED. 

(THERE HAVE BEEN, HOWEVER, SOME IMPORTANT EXCEPTIONS 
THIS GENERALIZATION E.G., DURUM WHEATAND HOPS). 

D. IT WOULD ALSO APPEAR TOBE EASIER EOR THE COMMISSION 
TO ADJUST SUBSIDIES (THAN PRICE SUPPORT MEASURES) WHERE 
SUCH PROGRAMS CAUSE SURPLUS DISPOSAL OR OTHER DIEFICULTIES. 

THE COMMISSION HAS DEMONSTRATED WILLINGNESS TO CUTBACK ON 
SUBSIDY PROGRAMS WHERE THESE HAVE NOT WORKED WELL OR ARE 
DEEMED UNNECESSARY (E.G. ITS EEEORTS TO RESTRICT ELIGIBILITY 
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FOR DURUM WHEAT PRODUCER SUBSIDIES, THE PROPOSAL TO ELIMITATE 
THE LEMON MARKETING PREMIUMS.) 
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E. SUBSIDIES OE THE TYPE PROPOSED IN BOTH THE PRICE AND 
MEDITERRANEAN PACKAGE, MAY BE NEEDED BY THE COMMISSION - 
AS "PAYOEES" TO ITALY - IP WE ARE TO SPRING LOOSE SOME 
OE THE CONCESSIONS ON, EOR EXAMPLE, CITRUS, TOBACCO, AND 
PROCESSED ERUITS AT WE ARE SEEKING IN THE MTN. 

E. EINALLY, IT SHOULD BE NOTED THAT THE LEGAL, GATT 
BASIS EOR COMPLAINTS INVOLVI DOMESTIC SUBSIDIES IS NOT 
VERY STRONG. 

12. IN VIEW OE THESE EACTORS, WE FEEL THAT A CAREEUL APPROACH 
IS NEEDED IN DEALING WITH DOMESTIC SUBSIDIES IN EC AGRICULTURE. 
WHILE WE DO NOT EEEL THAT POTENTIAL PROBLEMS SHOULD BE IGNORED, 
WE URGE AT ANY COMPLAINTS OR REPRESENTATION BY THE US CON- 
CERNING THESE SUBSIDY PROGRAMS SHOULD BE BASED PRIMARILY ON 
REALISTIC ESTIMATES OE THEIR ADVERSE EEFECTS ON US TRADE OR 

THE POTENTIAL EOR TRADE GROWTH RATHER THAN MERELY ON QUES- 
TIONS OF PRINCIPLE. TO THIS END, WE WOULD WELCOME EROM 
ADDRESSEE POSTS THEIR EVALUATIONS, WHERE APPROPRIATE, OE THE 
TRADE EEEECTS OE PROPOSED OR EXISTING EC SUBSIDY PROGRAMS. 

13. AT THE SAME TIME WE EEEL THAT THE USG SHOULD CONTINUE 

TO APPLY PRESSURE WHEREVER IT APPEARS THAT EC ACTIONS WOULD 
CREATE MORE RESTRICTIVE TREATMENT EOR AGRICULTURAL IMPORTS. 
MISSION AND ADDRESSEE POSTS NEED ESPECIALLY TO BE ON GUARD 
THAT NEW ELEMENTS OE A RESTRICTIVE NATURE ARE NOT INTRO- 
DUCED INTO THE PRICE OR MEDITERRANEAN PACKAGE DURING THE 
COUNCIL DELIBERATIONS. AS NOTED IN REE. A., GUNDELACH'S 
BASIC STYLE IS TO PRESENT A STREAMLINED PACKAGE PERMITTING 
THE MEMBER STATES CONSIDERABLE INITIATIVE IN SHAPING THE 
EINAL DECISIONS.HINTON 
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